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AUDITING STANDARDS BOARD (ASB) MEETING
December 11-12, 2008
Washington, DC
MEETING ATTENDANCE
ASB Members
Harold Monk, Chair
Ernie Baugh
Sheila Birch
Jacob Cohen
Walt Conn
Tony Costantini
Charles Frasier
Nick Mastracchio
Jorge Milo
Andy Mintzer
Thomas Ratcliffe
Randy Roberts
Darrel Schubert
Tom Stemlar
Mark Taylor
Phil Wedemeyer
Stephanie Westington
Art Winstead
Megan Zietsman
AICPA Staff
Mike Glynn, Audit & Attest Standards
Ahava Goldman, Audit & Attest Standards
Chuck Landes, Audit & Attest Standards
Richard Miller, General Counsel & Trial Board
Andy Mrakovcic, Audit & Attest Standards
Judith Sherinsky, Audit & Attest Standards
Linda Volkert, PCPS Technical Issues Committee
Observers and Guests
Abe Akresh, Government Accountability Office
Josh Burgdorf, KPMG LLP
Sue Chong, KPMG LLP
Brian Croteau, PricewaterhouseCoopers LLP
Julie Anne Dilley, PricewaterhouseCoopers LLP
Jeff Ellis, Securities and Exchange Commission
Brian Fox, Capital Confirmations (12/12 only)
Diane Hardesty, Ernst & Young LLP
Jan Herringer, BDO Seidman LLP
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Jason Keen, Deloitte & Touche LLP
Maria Manasses, Grant Thornton LLP
Jeff Markert, KPMG LLP
Mindy Montgomery, Deloitte & Touche LLP
Mark Nichols, Mayer Hoffman McCann P.C.
Brian Richson, PricewaterhouseCoopers LLP (12/11 only)
Mary Anne White, Practitioners Publishing Company
Gail Vallieres, Government Accountability Office
Mr. Monk introduced and welcomed four new ASB members—Ernie Baugh, Tom Ratcliffe,
Mark Taylor, and Phil Wedemeyer—whose terms began with this meeting.
Mr. Monk and Mr. Landes provided updates on matters relevant to the ASB. Mr. Fogarty
provided an update on International Auditing and Attestation Standards Board activities.
AGENDA ITEMS PRESENTED AT MEETING
1.
Interim Financial Information
Mr. Milo, Chair of the Interim Reviews Task Force (Task Force), led a discussion of the
proposed Statement on Auditing Standards, Interim Financial Information, the comment letters
received on the exposure draft of the proposed SAS, and certain other issues with respect to the
requirements and guidance contained in the proposed SAS.
The ASB reaffirmed its position, with which ARSC has previously agreed, that the guidance
for auditors performing reviews of interim financial information should be in the auditing
literature, not in Statements on Standards for Accounting and Review Services (SSARSs) as
issued by the Accounting and Review Services Committee (ARSC). This position is based on
the ASB’s previous conclusion that there is a distinct difference between a review performed
by an accountant with an audit base of knowledge and a review performed by an accountant
who is not the entity’s auditor.
On November 17, 2008, the ARSC exposed for public comment a proposed SSARS that
excluded from the applicability of SSARSs, those engagements that the ARSC determined
would be applicable under the proposed SAS. The draft proposed SAS included in the ASB
agenda materials mirrors the proposed SSARS.
The ASB reviewed the proposed SAS and directed the Task Force to:


Revised paragraph 5(b) to read as follows:
(b) the accountant has been engaged to audit the entity’s current year financial
statements, or the accountant audited the latest annual financial statements and
expects to be engaged to audit the current year financial statements;.
This change will permit an accountant to perform a review of interim financial information
under the SSARSs in the circumstance where another accountant has audited the most
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recent annual financial statements and another accountant will audit the current year annual
financial statements. The ASB concluded that it is not appropriate to require an accountant
without an audit base of knowledge to review the interim financial information in
accordance with the auditing literature.


Change references to “generally accepted accounting principles” to refer to “the
appropriate financial accounting framework”



Communicate the above changes to the ARSC.



Retain the optional reporting requirement in extant AU 722.



Require that the expected form of the report be included in the establishment of an
understanding with the client regarding the services to be performed. This was previously
guidance.



Change “represent” to ““acknowledge their responsibility” where relevant regarding
management’s obligation for controls that are sufficient to provide a reasonable basis for
the preparation of reliable interim financial information in accordance with the applicable
financial reporting framework.

The ASB discussed the proposed effective date of the SAS and concluded that the SAS should
be effective for interim periods beginning after December 15, 2009 with early application
permitted. The ASB discussed whether to state that early application is encouraged but
decided that the notifications that are forwarded to the membership to alert that the SAS has
been issued would be a more appropriate place for such language.
The ASB voted to ballot the proposed SAS for issuance as a final standard, subject to a
discussion of substantive comments, if any, at the January 2009 meeting, and contingent on the
ARSC voting to issue a companion SSARS that excludes from the SSARSs literature those
engagements that would be covered by the SAS. The ARSC is meeting on January 22, 2009
with the intent of considering comment letters received on the companion SSARSs draft and
voting to issue the appropriate SSARS as a final Standard.
2.

Required
Supplementary
Information/Other
Information/Supplemental Information

Supplementary

Mr. Markert, Chair of the Required Supplementary Information/Supplementary Information
Task Force (Task Force), led a discussion of the proposed Statements on Auditing Standards
(SASs) entitled
 Required Supplementary Information (the “RSI SAS”),
 The Auditor’s Responsibility in Relation to Supplementary Information Not Required by
a Designated GAAP Standard Setter in Documents Containing Audited Financial
Statements (the “OSI SAS”), and
 The Auditor’s Responsibility When Engaged to Opine as to Whether Supplementary
Information is Fairly Stated in Relation to the Basic Financial Statements Taken as a
Whole (the “In Relation To SAS”).
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Mr. Markert, Chair of the Supplementary Information Task Force (Task Force), led a
discussion of the drafts of the proposed Statements on Auditing Standards, Required
Supplementary Information (the “RSI SAS”), Other Supplementary Information in Documents
Containing Audited Financial Statements (the “OI SAS”), and Supplementary Information in
Relation to the Financial Statements as a Whole (the “IRT SAS”).
The ASB discussed the draft proposed RSI SAS and directed the Task Force to:


Change the term designated GAAP standard setter to designated accounting standard
setter.



Include a presumptively mandatory requirement that the auditor obtain a written
representation from management that it acknowledges its responsibility for the required
supplementary information.



Move the elements of the explanatory paragraph in the auditor’s report that refers to the
required supplementary information from the application material to the requirements
section of the proposed SAS.



Include the flowcharts illustrating the reporting requirements for required
supplementary information in the proposed SAS.

The ASB discussed the draft proposed OI SAS and directed the Task Force to:


Revise references to other supplementary information to other information so that the
draft proposed SAS is consistent with extant AU 550 and ISA 720.



Consistent with the RSI SAS, change the term designated GAAP standard setter to
designated accounting standard setter.



Move all presumptively mandatory requirements to communicate with those charged
with governance to one paragraph in the requirements section of the proposed SAS.



Remove “information contained in analyst briefings” from paragraph A4 which
purports to provide examples of items that are not other information for the purposes of
the proposed SAS.



In paragraph A6, provide an example of when an auditor may choose to include in the
auditor’s report on the financial statements a disclaimer of opinion on the other
information. The ASB further directed that an illustrative disclaimer should be
presented as an exhibit to the proposed SAS. The illustrative disclaimer should be
modeled after the illustrative language in extant AU 551.13.



Not include the flowchart that is intended to illustrate the various types of
supplementary information as an exhibit to the proposed SAS.
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The ASB discussed the draft proposed IRT SAS and directed the Task Force to:


Consistent with the OI SAS, revise references to other supplementary information to
other information.



Revise paragraph 1 to clarify that the proposed SAS may also be applied to required
supplementary information.



Revise the effective date of the proposed SAS so that it is consistent with the RSI and
OI SASs.



Revise the objective in paragraph 3 to state that the objective of the auditor is to
“evaluate and report as to whether other information is fairly stated, in all material
respects, in relation to the financial statements as a whole”.



Clarify the definition of other information in paragraph 4 by stating that other
information is not required by a designated accounting standard setter.



Include, in paragraph 4, the definitions of required supplementary information and
designated accounting standard setter from the RSI SAS.



Delete the definition of financial statements from paragraph 4 as such definition will be
covered by the Objectives SAS. Also, delete the examples of financial statements
included in paragraph A5.



Include a presumptively mandatory requirement that the auditor obtain a written
representation from management that it acknowledges its responsibility for the other
information.



Include a presumptively mandatory requirement that the auditor disclaim an opinion on
the other information in those instances where a disclaimer of opinion was issued on
the financial statements. Also, provide an illustrative examples of such a disclaimer (an
example of a explanatory paragraph to the auditor’s report on the financial statements
and a stand alone disclaimer) in the exhibit to the SAS.



Include a reference to the RSI SAS and the OI SAS as paragraph A1 in the application
material.



Revise paragraph A4 to provide examples of other information that an accountant
would commonly be requested to opine as to whether the information is fairly stated in
relation to the financial statements as a whole.



Not include the flowchart that is intended to illustrate the various types of
supplementary information as an exhibit to the proposed SAS.
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The ASB voted to ballot to expose the proposed SASs for public comment.
3.

Fraud

Mr. Stemlar, chair of the Fraud Task Force (Task Force), led a discussion of the materials for
Agenda Item 3, Proposed Statement on Auditing Standards, Consideration of Fraud in a
Financial Statement Audit (proposed SAS). This agenda item was also discussed at the July
2008 and August 2008 ASB meetings. Based on comments raised at both meetings, the Task
Force prepared a revised draft document in revising SAS No. 99, Consideration of Fraud in a
Financial Statement Audit (AICPA, Professional Standards, vol. 1, AU sec. 316), with the
objective of converging that standard with ISA 240 (Redrafted), The Auditor’s Responsibilities
Relating to Fraud in an Audit of Financial Statements, which was approved in December 2006.
The guidance in ISA 240 (Redrafted) is based on extant AU section 316.
In reviewing the issues outlined in the discussion memorandum, the ASB agreed, in principle,
with the views of the Task Force. In reviewing the proposed SAS, the ASB directed the Task
Force to:


Delete “material” from the definition of fraud in paragraph 11(a) of the proposed SAS
and revise the sentence that references paragraph 3 to more accurately reflect the
language in the paragraph 3. The ASB believes that including “material” in the
definition inappropriately changes the meaning of subsequent mentions of fraud
throughout the proposed SAS. The ASB also directed the Task Force to delete “even if
considered inconsequential” from paragraphs 40 and 41 in order to conform to the
change in the definition.



Revise paragraph 14 of the proposed SAS to include guidance from extant AU section
316.73 that broadens—beyond inconsistencies—the types of unsatisfactory responses
to auditor inquiries that require the auditor to further investigate.



Include, as paragraph 15(c) of the proposed SAS, the first bulleted item in paragraph
A12. The ASB believes that this item, which discusses earnings management, is
appropriate to include as a particular emphasis in the auditor requirement to have a
discussion among the engagement team, rather than as application material.



Delete “operating locations, business segments” from paragraphs 17(b) and 25 of the
proposed SAS as the ASB believes this is sufficiently covered in the application
material.



Revise paragraph 32(a) to include a discussion from extant AU section 316.58 about
what material misstatements of financial statements due to fraud often involves. The
ASB believes this discussion is an appropriate preamble to the sub-requirements for the
auditor to perform when designing and performing audit procedures for tests of journal
entries. The ASB also directed the Task Force to move the requirement for the auditor
to consider fraud risk indicators, controls, the nature and complexity of accounts, and
entries processed outside the normal course of business, to paragraph 32(a)(iii), and to
delete paragraph A42 due to redundancy with paragraph 32(a), as revised.
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Revise paragraph 32(b)(ii) to state that the auditor requirement to perform a
retrospective review of management judgments and assumptions related to significant
accounting estimates reflected in the financial statements of the prior year should
include those estimates that are based on highly sensitive assumptions, rather than
focus on those estimates.



Include, as paragraph 45(c) of the proposed SAS, the second-to-last sub-requirement in
extant AU section 316.83. The ASB believes that this item is appropriate to include as a
requirement pertaining to the auditor’s documentation of the responses to the assessed
risks of material misstatement.



Move the last subparagraph in paragraph A38 of the proposed SAS to new paragraph
A48.



Revise the last bulleted item in paragraph A65 of the proposed SAS, with regard to
other matters related to fraud to be discussed with those charged with governance of the
entity, to make better reference to the discussion in paragraph .17 of extant AU section
325, Communicating Internal Control Related Matters Identified in an Audit, regarding
the absence of programs or controls to address risks of material misstatement due to
fraud that are significant deficiencies or material weaknesses.



Include, in the explanatory memorandum to the exposure draft, an issue for
consideration and comment with regard to the Public Company Accounting Oversight
Board’s (PCAOB) proposed risk assessment standards, which were exposed for
comment in October 2008. These proposed standards include fraud risk procedures
from the PCAOB’s SAS No. 99. However, the ASB believes that no new fraud
concepts or requirements were introduced.



Consider various suggested editorial changes throughout the document.

The ASB voted to ballot to expose the proposed SAS for public comment.
4.

Financial Statements Prepared for Use in Other Countries

Mr. Conn, Chair of the Financial Statements Prepared for Use in Other Countries Task Force
(Task Force), led the discussion for Agenda Item 4, Financial Statements Prepared for Use in
Other Countries. The objective of the Task Force was to redraft AU Section 534, Financial
Statements Prepared for Use in Other Countries, in accordance with the clarity conventions.
An issues paper, “Agenda Item 4D – Issue – GAAP in Another Jurisdiction” prepared by the
Special Reports Task Force and not discussed in an AU534 Task Force meeting, was
distributed at the meeting. Following is a summary of the significant issues discussed at the
meeting:
Agenda Item 4D – Issue – GAAP in Another Jurisdiction
The ASB discussed Special Report Task Force issue paper, Agenda Item 4D, which states that
some members of the Special Reports Task Force believe that a financial reporting framework
of another country (foreign GAAP) would meet the definition of Other Comprehensive Basis
of Accounting (OCBOA) by virtue of item d. in paragraph .04 of AU623: “A definite set of
criteria having substantial support that is applied to all material items appearing in financial
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statements, such as the price-level basis of accounting.” Such a view would reflect an
inconsistency between the definition of OCBOA in AU623 and the requirements in AU534.
Some ASB members believe foreign GAAP is more structured and supported than a “definite
set of criteria having substantial support” as noted in paragraph .04d of AU623, whereas some
others believe an OCBOA (i.e., cash basis, tax basis, etc...) is a framework other than generally
accepted accounting principles, whether foreign or U.S.
The ASB discussed that AU534 could be amended to permit the issuance of an audit report on
foreign GAAP for more than limited distribution in the U.S. without a GAAP departure
opinion. In addition, the auditors’ report would contain an additional sentence to explicitly
state that the financial statements are not prepared in accordance with U.S. GAAP. The ASB
asked the AU534 Task Force to consider such an amendment to AU534.
Where should AU534 be placed into the clarified codification?
The ASB discussed whether to place AU534 in the 700 reporting series or the 800 special
reports series in the clarified codification. A majority of the ASB expressed the view that it
belongs in the 700 reporting series rather than the 800 series.
Further, the ASB discussed whether clarified AU534 should be combined with the clarified
AU508. The majority of ASB members believed that AU534 should remain as a separate
reporting standard. The ASB directed the AU534 Task Force to continue as if AU534 will be a
separate AU section in the clarified codification.
Agenda Items 4A, 4B and 4C, were not specifically discussed at this meeting. Mr. Conn
asked the ASB to provide comments on these materials. The Task Force will consider those
comments and revise the materials accordingly, to be discussed at a later date.
5.

Initial Engagements

Mr. Mintzer, chair of the AU 315 Task Force, led the discussion about the proposed Statement
on Auditing Standards (SAS) combining the guidance in International Standard on Auditing
(ISA) 510 (Redrafted), Initial Audit Engagements—Opening Balances and AU 315,
Communications Between Predecessor and Successor Auditors. The ASB directed the Task
Force to:


Clarify in the title, the scope paragraph and in the definition of the term "reaudit" that
initial audit engagements include reaudits.



Delete requirements and application guidance regarding reaudits from paragraphs 11, 21,
and A14-A18 of the proposed because it is redundant with guidance in other SASs.



Move guidance that the proposed SAS does not apply with respect to predecessor auditors
if the most recent financial statements are more than two years prior to the beginning of the
earliest period to be audited from application material to the scope section of the proposed
SAS.



Change a requirement that the auditor should review the working papers of a predecessor
auditor for information relevant to the current engagement to application guidance.

The ASB voted to ballot to expose the proposed SAS for public comment.
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6.

Confirmations

Ms. Zietsman, Chair of the Confirmations Task Force, led a discussion of the proposed
Statements on Auditing Standard (SAS), The Confirmation Process.
In reviewing the issues outlined in the discussion memorandum, the ASB agreed, in principle,
with the views of the Task Force. The ASB concluded the following on the issues outlined in
Agenda Item 6, Confirmations Issues Paper:
Issue #1 – Presumptive Requirement to Confirm Accounts Receivable
The ASB confirmed its belief (as was decided at the October 2007 ASB meeting) that
inclusion of the presumptive requirement to confirm accounts receivable is appropriate. The
ASB also concluded that the inclusion of the presumptive requirement as a conforming change
to AU 318 is appropriate. The presumptive requirement in the proposed conforming
amendment to AU 318 does not include the exception from the extant SAS that provides for
accounts receivable that are immaterial to the financial statements not needing to be confirmed.
The ASB concluded that the exclusion of this exception from the proposed conforming
amendment is appropriate as the requirements in the SASs do not apply to immaterial items.
Issue #2 – Definition of Accounts Receivable
The ASB directed the Task Force to consider including the definition of accounts receivable
from the extant SAS as application material in the proposed SAS to avoid expanding the
presumptive requirement to confirm accounts receivable to all receivables.
Issue #3 – AU Section 9330, The Confirmation Process: Auditing Interpretations of AU
Section 330, Wording
The ASB agreed with the Task Force’s decision to match the wording in the proposed SAS to
the current interpretation AU Section 9330.
Issue #4 – Description of terms Encryption, Digital Signatures, and Web Site Authenticity
The ASB agreed with the Task Force’s decision to exclude the description of the terms
encryption, digital signatures, and web site authenticity from the proposed SAS. The Board felt
users understand the meaning of these terms, and they do not need to be defined in the
proposed SAS.
Issue #5 – Oral Confirmations - Additional Guidance
The ASB directed the Task Force to examine paragraph A15 of the proposed SAS and consider
the following:
a. Separating paragraph A15 into 2 paragraphs
b. Changing the term ‘is required’ in the second sentence to ‘is necessary’ or ‘further audit
procedures’
The ASB directed the task force to:
 Paragraph A19 – Compare the phrase ‘and sales near the period-end’ to the extant SAS
and consider deleting.
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The Task Force will bring a revised draft to the ASB in April 2009.
The meeting adjourned at 3:00 pm.
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